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percent (that is, 5 percent of the Fed-
eral tax, computed as if imposed at the
rate of 3 percent). The percentage for
any succeeding year is 0.3 percent (that
is, 10 percent of the Federal tax, com-
puted as if imposed at the rate of 3 per-
cent).

(4) Example. The cumulative effect of
the credit reductions described in this
paragraph may be illustrated by the
following example:

Example. Advances to the unemployment
account of State X were made in 1957 and in
1961 under title XII of the Social Security
Act. Payments under the Temporary Unem-
ployment Compensation Act of 1958 were
made in State X in 1958. No portion of the ad-
vances or payments is returned before No-
vember 10, 1964. As a consequence:

(a) The credit reduction applicable under
subparagraph (1) of this paragraph is made
for 1964 at the rate of 0.15 percent;

(b) The credit reduction described in sub-
paragraph (2) of this paragraph has been
made for 1963 (the second successive year
after 1961) at the rate of 0.3 percent. The rate
of credit reduction under subparagraph (2)
for 1964 is 1 percent (the aggregate of 0.6 per-
cent under section 3302(c)(3)(A) and 0.4 per-
cent (assumed for purposes of this example
to be the percentage referred to in section
3302(¢c)(3)(B) which is certified by the Sec-
retary of Labor), and

(¢) The credit reduction described in sub-
paragraph (3) of this paragraph has been
made for 1963 at the rate of 0.15 percent. The
rate of credit reduction for 1964 is 0.3 per-
cent.

The cumulative rate of credit reduction ap-
plicable for 1964 to wages attributable to
State X is 1.45 percent, representing the ag-
gregate of the percentage reductions applica-
ble under subparagraphs (1), (2), and (3) of
this paragraph (0.15 percent, 1 percent, and
0.3 percent, respectively). In 1964 Employer A
paid wages of $100,000, all of which are sub-
ject to the unemployment compensation law
of State X. The credit which would be allow-
able (under section 3302 (a), (b), and (c)(1)) if
there were no credit reduction is $2,700. Em-
ployer A’s tax is computed as follows for
1964:

Total taxable wages (attributable

0 State X) ..o $100,000
Gross Federal tax (3.1 percent of

WAGES) vveneeienieereresiesieaieeeenens 3,100

Less credit:

Gross credit .......ooeeeeeeeieenenns $2,700
Credit reduction (1.45 percent

of wages) . 1,450

Net credit 1,250

Amount of Federal tax due ............ 1,850
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[T.D. 6658, 28 FR 6633, June 27, 1963, as
amended by T.D. 6708, 29 FR 3198, Mar. 10,
1964]

§31.3302(d)-1 Definitions and special
rules relating to limit on total cred-
its.

(a) Rate of taxr deemed to be 3 percent.
In applying the provisions of section
3302(c) relating to the limitation on
total credits, and to reductions of cred-
its otherwise allowable, the tax im-
posed by section 3301 shall be computed
at the rate of 3 percent in lieu of any
other rate prescribed in section 3301
(see §31.3301-3).

(b) Wages attributable to a particular
State. For purposes of section 3302(c) (2)
or (3), wages are attributable to a par-
ticular State if they are subject to the
unemployment compensation law of
the State. If wages are not subject to
the unemployment compensation law
of any State, the determination as to
whether such wages, or any portion
thereof, are attributable to the par-
ticular State with respect to which the
reduction in total credits is imposed
shall be made in accordance with rules
prescribed by the Commissioner.

(c) Employment Security Act of 1960.
The Employment Security Act of 1960,
referred to in section 3302(c)(2), means
title V of the Social Security Amend-
ments of 1960.

[T.D. 6658, 28 FR 6635, June 27, 1963]

§31.3302(e)-1 Successor employer.

(a) In general. In addition to the cred-
its against the tax allowable under sec-
tion 3302(a) and (b) for any taxable year
after 1960, the taxpayer may be entitled
to an amount of credit under section
3302(e). Credit under section 3302(e) is
provided in the case of a taxpayer who
(1) acquires substantially all of the
property used in a trade or business, or
in a separate unit of a trade or busi-
ness, of another person (referred to in
this section as a predecessor) who is
not an employer (see §31.3306(a)-1) for
the calendar year in which the acquisi-
tion takes place, and (2) immediately
after the acquisition employs in his
trade or business one or more individ-
uals who immediately prior to the ac-
quisition were employed in the trade or
business of the predecessor.
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(b) Method of computing credit under
section 3302(e). (1) Except as provided in
paragraph (b)(2) of this section, the
amount of credit to which the taxpayer
may be entitled under section 3302(e) is
the amount of credit to which the pred-
ecessor would be entitled under section
3302 (a), (b), and (e), without regard to
the limits in section 3302(c), if the pred-
ecessor were an employer.

(2) If, during the calendar year in
which the acquisition takes place, the
predecessor pays remuneration, subject
to contributions under the unemploy-
ment compensation law of a State, to
any employee other than the individ-
uals referred to in paragraph (a) of this
section, the taxpayer will be entitled
only to a portion of the amount of
credit described in paragraph (b)(1) of
this section. The portion is determined
by multiplying such amount by a frac-
tion. The numerator of the fraction is
the total amount of remuneration, sub-
ject to such contributions, paid by the
predecessor during such year to the in-
dividuals referred to in paragraph (a) of
this section. The denominator of the
fraction is the total amount of remu-
neration, subject to such contribu-
tions, paid by the predecessor during
such year to all employees for services
performed by them in the trade or busi-
ness, or unit thereof, acquired by the
taxpayer.

Example. In April 1961 the X Partnership
terminated after selling all of its property to
the Y Corporation. During 1961, the X Part-
nership paid its employees and former em-
ployees a total of $1,000,000 as remuneration
subject to contributions under the employ-
ment compensation law of a State. (Note
that the X Partnership did not qualify as an
employer for 1961 for purposes of the Federal
unemployment tax, because it had employ-
ees during less than 20 weeks in 1961.) When
the Y Corporation acquired the property it
concurrently employed all individuals who
were then in the employ of the X Partner-
ship. Assume that the X Partnership, if it
had qualified as an employer for 1961, would
have been entitled to a total credit against
the Federal tax of $30,000 under section 3302
(a) and (b), without regard to the limits in
section 3302(c). Of the $1,000,000 remuneration
paid by the X Partnership in 1961, one-fifth
(or $200,000) was paid to individuals who were
employed by the Y Corporation at the time
it acquired the property of the X Partner-
ship. Under section 3302(e), therefore, the Y
Corporation is entitled to credit of $6,000,
which is one-fifth of the credit ($30,000)

§31.3306(a)-1

which would have been available to the X
Partnership.

(3) The aggregate amount of credit
allowable to the taxpayer under sec-
tion 3302 (a), (b), and (e) is subject to
the limits in section 3302(c).

(c) Proof of credit under section 3302(e).
Credit under section 3302(e) shall not be
allowed against the tax for any taxable
year unless there is submitted to the
district director (1) such information
or proof as may be called for in the re-
turn on which the credit is reported, or
in the instructions relating to the re-
turn, and (2) such other or additional
proof as the Commissioner or the dis-
trict director may deem necessary to
establish the right to the credit pro-
vided for under section 3302(e).

(d) Cross-references. See paragraph (b)
of §31.3306(b)(1)-1 for examples of the
acquisition of property used in a trade
or business, or in a separate unit there-
of.

[T.D. 6658, 28 FR 6635, June 27, 1963]

§31.3306(a)-1 Who are employers.

(a) Definition—(1) For calendar years
1956 through 1969, inclusive. Every per-
son who employs 4 or more employees
in employment (within the meaning of
section 3306 (c¢) and (d)) on a total of 20
or more calendar days during any cal-
endar year after 1955 and before 1970,
each such day being in a different cal-
endar week, is with respect to such
year an employer subject to the tax.

(la) For 1970 and subsequent calendar
years. Every person who employs 4 or
more employees in employment (with-
in the meaning of section 3306 (c) and
(d)) on a total of 20 or more calendar
days during a calendar year after 1969,
or during the calendar year imme-
diately preceding such a calendar year,
each such day being in a different cal-
endar week, is with respect to such
year an employer subject to the tax.

(2) For calendar year 1955. Every per-
son who employs 8 or more employees
in employment (within the meaning of
section 3306 (c¢) and (d)) on a total of 20
or more calendar days during the cal-
endar year 1955, each such day being in
a different calendar week, is with re-
spect to such year an employer subject
to the tax.
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